
—AT&T
FrankS. Simone Suite 1000
Government Affairs Director 1120

20
th Street, NW

Washington DC 20036
202-457-2321
202-263-2660 FAX
fsimonec~att.com

July29, 2003

VIA ELECTRONICFILING

Ms. MarleneH. Dortch
Secretary
FederalCommunicationsCommission
445 Twelfth Street,S.W. — RoomTWB-204
Washington,D. C. 20554

Re: Exparte,CCDocketNo. 96-149,VerizonPetitionforForbearancefrom the
Prohibitionof sharingOperating,Installation,andMaintenanceFunctionsUnder
Section53.203(a)(2)ofthe Commission’sRules

DearMs. Dortch:

On Tuesday,July29, 2003,AryehFriedmanandthe undersignedofAT&T met with
William Dever,RobertTanner,andPamelaMegnaoftheWireline CompetitionBureau’s
CompetitionPolicy DivisionandAndreaKeameyofthe Office ofthe GeneralCounsel. The
purposeofthe meetingwasto reviewAT&T’s July 9, 2003written expartesubmissionsin the
above-captionedproceeding.Thesesubmissionsrespondto Verizon’s argumentsregardingthe
Commission’sforbearanceauthorityundersection10(d)oftheCommunicationsActandthe
coststhatarepurportedlycausedby the Commission’srulesprohibitingthe sharingof
operating,installationandmaintenanceservicesbetweenaBell OperatingCompanyandits
section272separateaffilitate. Theattachedoutlinewas distributedatthe meetingto facilitate
ourdiscussion.

Consistentwith Section1.1206ofthe Commission’srules, I am filing oneelectronic
copyofthisnoticeandrequestthat youplaceit in the recordofthe above-captioned
proceeding.

Sincerely,

ATTACHMENT
P

cc: W. Dever
A. Kearney
P. Megna
R Tanner
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Verizon’s “Cost Analysis”

1. Evenif the Commissioncould forbearunderSection 10(d) (which it cannotfor
thereasonssetforth in ourWhitePaper)Verizon’s “costanalysis” is irrelevantundersection10
becausetheOI&M rules are“necessary”to prevent“unjust[] andunreasonablydiscriminatory”
practicesby Verizon, and “for the protection of consumers— that is, there is a “strong
connection” betweenthose safeguardsand the protectionof long distancecompetition, and
thereforetheCommissioncannotforbearregardlessofthe costs.Cellular Telecommunications&
InternetAssoc.v. FCC, No. 02-1264,slip op. at 17 (D.C. Cir. June6, 2003)

2. Evenif a costanalysiswererelevant,Verizon’s “costsupport” doesnot establish
any “record” basisto support its (improperly captioned)“ForbearancePetition” becauseit is
irreproducibleand undocumentedand thereforecannotbe independentlyvalidated Eg, AT&T
Corp v BusinessTelecom,Inc 16 FCC Red 12312, ¶ 49 (2001) The core of Verizon’s
“analysis” — a tablethat lists unverifiablepercentagesof expensesfor various categories(e.g.,
OSS,workforce)that Verizonclaimsaredrivenby theCommission’sOI&M rules. Verizonthen
appliesthesearbitraryfiguresto thetotal expensesVerizon claimsthat its section272 affiliate
(GM) incursfor eachexpensecategory,with theresultsofthat multiplicationbeingthe claimed
overall “cost savings.”

What Verizonshouldhavesubmitted:

(a) Workpapersandall data,analysesand documentation,including financial
reports,underlyingits cost savingscalculationsshould havebeenprovided. Sufficient
datato beableto ~yerifyandtestVerizon’sassumptions,suchas,for example,laborrates,
capitalcosts, depreciationlives, andwhetherthe costsin questionareactually “driven”
by section272 andtheprohibitionon OI&M sharingin particular.

(b) Affidavits by eachofthesubjectmatterexpertsconsultedsettingforth: (i)
theirbackgroundand areaofexpertise;(ii) what they lookedat andreliedupon;(iii) how
the specific numericalvaluesof the various percentageshad beenarrive at; (iv) what
factsthey reliedupon, (v) whatanalysestheyconducted,and(vi) whatefforts theymade
to examineandverify the reasonablenessofthe“assumptions”that hadbeenutilized.

3. Verizons’s “absorption” theory: (i) demonstratesits incentive and ability to
misallocatecostsevenunderpricecapregulation,(ii) is contraryto TELRIC-basedpricingand
(iii) runscounterto thecostallocationrequirementof 47 CFR§ 64:

(a) Verizons’s“absorption”theory:Verizoncalculatedhow muchGM would
purportedlysaveif Verizon’sBOCswereableto provideOI&M on its behalf~but did not
considerthe correspondingcostincreasesthat theBOC would incur in taking overthese
functions,i.e., Verizon did notdeterminehow overallfirm-wide costswould bechanged.
Verizon assumesthat its BOC hasso muchexcesscapacitythat it could “absorb” the
incrementalworkwithoutany incrementalcost.
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(b) This is inconsistentwith the assumptionthat price cap ILECs are
operatingefficiently. Verizonhasrepresentedto theCommissionand statePUCsthat its
realizedearningslevelsfor pricecappedserviceshasdeteriorated,asevidencethat theX-
factorsin thoseplansaresettoo high andshouldbe reducedor eliminatedaltogether. If
thereis excesscapacity,that would explainthelow productivitygrowthandwould have
resultedin higherratesfor mottopoly services. Verizon’s effort to shift this excessILEC
capacityto the uncompensatedbenefitof its Section272 affiliates is anunlawful cross-
subsidyofthecompetitiveservicesbeingprovidedby theaffiliates fundedby excessive
pricesfor Verizon’sregulatedmonopolyILEC services.

(c) Verizon’s “absorption” theorywould ascribeto GM no more than the
short-runincrementalcost ofthe integratedOI&M functions,which would be lessthan
TELRTC-basedpricesthatVerizonchargesto its CLEC competitorsfor unbundledaccess
to its network.

(d) Verizon’s “absorption” theory runs counter to the cost allocation
requirementof 47 CFR § 64, which requiresapportionmentof costsbetweenregulated
andnon-regulatedILEC serviceson the basisoffully distributedcost. If excesscapacity
is present,the Commission’scost allocation rules would requirethat the costs of the
excesscapacitybe spreadratably acrossall utilized capacity,rather thanbeing made
available,without charge,to thenon-regulatedaffiliate.

4. Muchof thesavingsVerizonseeksto ascribeto OI&M integrationarisesfrom the
Verizon Section 272 affiliate bypassingthe inefficient ordering/provisioningprocesses(the
formalASR/LSRtransmittals)thattheBOCs haverequiredcompetingIXCs to follow, giving its
272 affiliates superioranddiscriminatorydirect accessto its systemsandpersonnelnotavailable
to its nonaffiliatedrivals.

5. Verizonhasvoluntarily createdfive different section272 affiliates,eachwith its
own OI&M resources;two — Verizon Global Solutionsand Verizon Global Networks, Inc. —

apparentlyown switchingfacilities in thesamecity. This beliesVerizon’sclaimsthat theOI&M
rules imposeprohibitive costs. Significant costsavingscouldbeachievedby integratingthefive
separate272 entities into one singleunit; underVerizon’s “absorption” theory,Verizon’s other
272 affiliates could havesufficient capacityto handleGNI’s OI&M. Note also that New York
alreadyallowedto integrateOI&M sothose“costs” shouldbe deducted.

AT&T Corp.
2


